An overview of residential real estate financing in Nigeria by Akinwunmi, A et al.
261
INTERNATIONAL ARTICLES
Editor
Graeme Newell
University of Western Sydney
School of Economics and Finance
Locked Bag 1797
Penrith South NSW 1797
Australia
g.newell@uws.edu.au.
This section publishes research articles on subjects outside of the United States. All
real estate topics are sought. The editor and associate editors are particularly interested
in papers on emerging markets and they recognize that database and other research
limitations may exist in such markets. Manuscripts on developed markets are
encouraged as well. All submissions should be limited to fifteen double-spaced pages.
Associate Editors
Alastair Adair (2012–2015)
University of Ulster
K.W. Chau (2012–2014)
University of Hong Kong
Francois DesRosiers (2012–2015)
Laval University
Eamonn D’Arcy (2012–2013)
University of Reading
Liow Kim Hiang (2012–2014)
National University of Singapore
Ting Kien Hwa (2012–2014)
University MARA-Malaysia
Ming-Long Lee (2012–2013)
National Dong Hwa University–Taiwan
Colin Lizieri (2012–2013)
University of Cambridge
Stanley McGreal (2012–2014)
University of Ulster
Joseph Ooi (2012–2015)
National University of Singapore
Karl-Werner Schulte (2012–2013)
University of Regensburg
Arthur L. Schwartz, Jr. (2012–2015)
University of South Florida–Emeritus
Paloma Taltavull (2012–2013)
University of Alicante
Elaine Worzala (2012–2014)
Clemson University

263
AN OVERVIEW OF RESIDENTIAL REAL ESTATE
FINANCING IN NIGERIA
Akinwunmi Adeboye
University of Wolverhampton
Gameson Rod
University of Salford
Hammond Felix
University of Wolverhampton
Paul Olomolaiye
University of Wolverhampton
Abstract
The housing sector, changes in the housing markets, and the systems of housing
finance have significant implications on the financial markets, macroeconomic
stability, and monetary policy. Therefore, most economies in the developed world
adopt policies that make investment in their housing sectors attractive, resulting in
their ratio of outstanding mortgage to GDP being above 50%. However, in most of
the emerging/developing economies like Nigeria, even with resources at their
disposal, the ratio is below 2%. This paper examines aspects of financing for housing
acquisition over a period of time in Nigeria. The conclusion highlights pitfalls that
need to be overcome; one of which is the need to adopt other means of mobilizing
long-term liabilities to fund housing finance rather than depending on short-term
deposit liabilities.
For a typical house-owner, the house is a major asset in his portfolio and for many
households, the purchase of a house represents the largest (and often only) life-long
investment and store of wealth (Malpezzi, 1999; Tsatsaronis and Zhu, 2004;
Mabogunje, 2008). Furthermore, Bardhan and Edelstein (2008) argue that housing
represents a large proportion of a household’s expenditure and takes up a substantial
part of lifetime income, and the provision of housing services depends mostly upon
a well-functioning housing finance system. The consideration of acquiring a house is
driven by the cost of acquisition and various government economic policies, which
could be fiscal or monetary.
Nigeria has the largest urban population amongst other Sub-Saharan African (SSA)
countries and the conservative estimates of Nigeria’s urban population show that it
exceeds the total population of all but South Africa and Ethiopia (The Economist,
2008). The urban population growth is between 6% and 8% per year in major cities
such as Lagos and Ibadan, with a quality of life index of 41.8 to New York City at
100 (The Economist, 2008). The housing deficit stands at 14 to 17 million; up from
the 8 million identified in the 1980s and 13.64 million estimated by Ajakaiye and
Fatokun (2000) for the 2000–2005 period. Over 72 million Nigerians are either
homeless or live in rented sub-standard homes in areas best described as slums
264 JOURNAL OF REAL ESTATE LITERATURE
VOLUME 20, NUMBER 2, 2012
(Omirin and Nubi, 2007). According to the 2010 Global Monitoring Report of
UNESCO, about 92% of the population earns less than US $2 a day, with about 71%
surviving on less than US $1 a day.
Housing problems result from complex inter-relationships amongst social, political,
and economic policies and interaction with other activities in other sectors of the
economy (Okunsanya, 1994; Soyingbe, Lawal, and Ajayi, 2007). The identified factors
militating against housing provision in Nigeria include difficulties in land acquisition,
lack of housing finance, high cost of building materials, problems on existing land
policy, poor infrastructure (both physical and financial infrastructures), among others.
In most government circles, difficulties in land acquisition have been considered as
the greatest factor militating against housing provision. In recent studies, Abdulai
(2006, 2007) refuted the perception that traditional land rights are insecure as premised
on the fact that the rights are not formally registered. It is argued that both registered
and unregistered titles can be lost or annulled. Land registration does not guarantee
the security of title or make it indefeasible; there have been instances where two
different documentations originate on one piece of land.
However, Abdulai (2007) and Mabogunje (2008) have argued that housing finance is
the most important factor in that people in the rural areas acquire traditional land and
build on those lands. The construction might take a longer period of time to complete,
which is described as progressive construction, because finance is not readily
available. About 90% or more of total housing provision has traditionally being
provided by the private sector (Buckley, Faulk, and Olajide, 1994; Ajanlekoko, 2001).
Egbu (2007) further elicits that 54% of residential accommodation is being provided
by individual private property developers, 22.7% provided by corporate developers,
and 22.3% of residential accommodation is provided by government developers. The
public housing production agencies are having their presence in both the federal and
state government domains, but the informal sector has been more active than the
government agencies (Sanusi, 2003; Nubi, 2008).
During the First National Development Plan (1962–1968), the Federal Government
of Nigeria (FGN) adopted a policy that low-, medium-, and high-income earners
should benefit from public housing. Out of 24,000 housing units planned for this
period, only 500 housing units were constructed before the outbreak of the civil war
in 1967.
For the Second National Development Plan (1970–1974), the public housing policy
projected 54,000 housing units for immediate construction between 1972 and 1973.
The Federal Housing Authority (FHA) was established to directly construct these
housing units and the housing units were distributed as 60% for low-income earners,
25% for the middle-income earners, and 15% for the high-income earners (Onibokun,
1985; Olayiwola, Adeleye, and Ogunshakin, 2005).
For the Third National Development Plan (1975–1980), a total of N1.83 billion was
allocated and a Ministry of Housing, National Development, and Environment was
created. Only 26,950 housing units, which represented 23.3% of the projected housing
units for the plan period, were constructed. During the Fourth National Development
AN OVERVIEW OF RESIDENTIAL REAL ESTATE FINANCING IN NIGERIA 265
Plan (1981–1985), the FGN projected the provision of 2,000 housing units yearly in
each of the 19 states (now 36 states) of the federation and about N1.6 billion was
allocated to housing.
After the military coup of 1985, the military government stopped the construction of
public housing due to the poor economic situation. Between 1986 and 1990, the
average level of investment in housing was 1.77% of GDP, which almost halved the
3.3% share achieved in the preceding decade and has secularly declined from over
3.6% of GDP in the 1980s to 1.5% in 1990 (FOS, 1991; Ajanlekoko, 2001).
Furthermore, Ozili (2009) argues that in the 1995 and 1996 budgets, there were no
budgetary provisions for housing development by the federal government. It is
presumed that because most of the building materials are imported, coupled with the
devaluation of the nation’s currency (Naira) in 1986, contributed to the decline of
housing investment. This is a typical problem in SSA where macroeconomic volatility
is ranked high among the housing finance problems of emerging markets (Buckley
and Kalarickal, 2004; Akinwunmi, Gameson, Hammond, and Olomolaiye, 2008).
In order to solve the problem of land acquisition for housing provision in Nigeria,
the FGN promulgated the Land Use Decree of 1978 to effectively nationalize land
without paying compensation to traditional owners. The decree requires the state
governor’s consent for every land transaction within their states, either through
mortgaging or assignment, which slows down transactions considerably and exposes
officials to corrupt practices. These problems, as highlighted by Mabogunje (2002,
2008) and Iwarere and Megbolugbe (2008), compounded issues of land acquisition
and the processing of land registration, which might take up to 12 months, thereby
delaying access to housing finance. This is due to the fact that in accessing a housing
loan, a potential borrower is supposed to have a good title to a piece of land that is
conveyed by the certificate of occupancy. However, in early 2009, the president of
the Federal Republic of Nigeria sent the Land Use Amendment Act (2009) to the
National Assembly—the law-making arm of the FGN (Imam, 2009). The Act was to
amend some sections of the Land Use Act of 1978; the amendments being proposed
relate to Sections 5, 7, 15, 21, 23, and 28 of the existing Act to tighten the process
of registration and obtaining the state governor’s consent.
Bacher (1993) and Wexler (1996), as cited by Souza and Quarter (2003), notes that
the private sector has always been considered as the appropriate provider of housing
finance for any level of income. This paper describes the housing policies put in place
by the government to provide habitable accommodations to the teeming population.
Since over 50% of residential accommodations are being constructed by individuals
and private property developers, it is high time the Nigerian government introduces a
working policy towards an efficient mortgage financing in the country.
Including the introduction, this paper has five sections. The second section discusses
housing finance supply in Nigeria, which is made up of the informal and the formal
sectors. Section three describes housing finance institutions in Nigeria and their
contributions to mortgage financing and section four highlights the essence of subsidy
in housing finance and the establishment of national housing funds. Section five
provides alternative strategies for housing finance in Nigeria and the conclusion.
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Exhibit 1
Mortgage Outstanding as Percentage of GDP (2006)
Country Mortgage Outstanding as Percentage of GDP
Morocco 2%
Nigeria 2%
India 4%
Korea 14%
Thailand 18%
Malaysia 23%
Taiwan 37%
Hong Kong 60%
Germany 52%
Singapore 68%
U.S. 80%
U.K. 72%
Denmark 90%
Notes: The sources are Saravanan (2007, p. 45) and Akinwunmi, Gameson, Hammond, and
Olomolaiye (2008, p. 28).
HOUSING FINANCE SUPPLY IN NIGERIA
The sources of housing finance supply can be broadly classified into formal and
informal. For the acquisition of a building, the most popular means of raising finance
in Nigeria has either been from financial institutions, mortgage institutions, insurance
companies, and state housing corporations or from the informal financial markets. The
informal financial markets provide for over 85% of the population in the countries of
SSA (UNCHS, 1996, 2002; Durand-Lasserve, 1997; Omirin and Antwi, 2004). This
is due to the fact that over 80% of the potential borrowers earn low incomes and
cannot meet the conditions attached to borrowing for housing acquisition by the
formal financial institutions.
The inability of the low-income earners to access bank credit results in the low ratio
of mortgage outstanding to GDP in Nigeria, which is about 2%, compared with other
emerging economies like Thailand with a ratio of 18%, Malaysia with 23%, and
Taiwan at 37% (Exhibit 1). The developed economies, like Germany, typically have
a minimum ratio of at least 52%.
Boleat (2008) suggests that there is a strong correlation between economic
development and the size of the mortgage market. The author also posits that the lack
of depth in mortgage financing in developing economies reflects the level of their
economic development. Also, the inadequacy is not in consonance with the argument
raised by Levine and Zervos (1998) and Demirguc and Levine (2008) that the level
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of bank credit availability is positively and significantly correlated with future rates
of economic growth, capital accumulation, and productivity growth.
INFORMAL HOUSING FINANCE SUPPLY IN NIGERIA
Joireman (2001) and Omirin and Antwi (2004) consider informality as characteristics
related to activities that are unofficial, unregulated, customary or traditional but are
not necessarily illegal. The concept of informality is considered by Durand-Lasserve
and Tribillion (2001) as ‘‘abnormality’’ or ‘‘irregularity’’ while Loayza, Serven, and
Sugawara (2009) views informality as a fundamental characteristic of
underdevelopment and arises when the cost of belonging to a country’s legal and
regulatory framework exceeds its benefits. Therefore, an excessive regulatory system
makes the formal economy unattractive by imposing high entry costs to legality
through license fees and registration requirements (Loayza, 1997).
It is well known that the research focus has been on formal institutions, but recognition
is being given to the existence and role played by informal financial systems, in
particular in developing economies (Ayyagari, Demirguc-Kunt, and Maksimovic,
2008). Informal financial institutions refer to broad non-market institutions such as
credit co-operatives, micro-credit schemes, and traditional money-lenders that do not
rely on formal contractual obligations enforced through a codified legal system (ibid).
The informal financial system with its associated high interest rates has dominated
the rural credit markets in developing economies (Hoff and Stiglitz, 1990; Conning
and Udry, 2005). The co-operative societies could be classified into housing co-
operatives, worker co-operatives, and consumer co-operatives, while an example of
the micro-credit scheme is the Village Fund in Thailand.
CO-OPERATIVE SOCIETIES
The International Co-operative Alliance (ICA) in its statement on the co-operative
identity states that: ‘‘A Co-operative as an autonomous association of persons united
voluntarily to meet their common economic, social and cultural needs and aspirations
through a jointly-owned and democratically-controlled enterprise’’ [ICA (2006) as
cited by Somerville (2007)]. Co-operative was defined differently by Digby (1978) as
cited by Kadiru and Wendorf (2011) as: ‘‘A legally incorporated group of people,
generally of limited means, pursuing an economic purpose in which membership is
voluntary and control is democratic. Members make an approximately equal
distribution to the capital required, and any profit is distributed among them in
proportion to the business they have done with the co-operative.’’ Thus, co-operatives
are societies that share the same basic values and principles, such as voluntary and
open membership, democratic control, and member economic participation. Some of
the values articulated by the ICA include self-help, self-responsibility, democracy,
equality, and equity.
Due to the stringent conditions attached to borrowing from banks in Nigeria, most
households especially low-income earners do not have access to housing finance
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(Onibokun, 1985; Nubi, 2006; Omirin and Nubi, 2007).There is always a gap between
the demand requirements of the low-income earners and the supply requirements of
the formal finance sectors in terms of loan size, loan repayment period, regularity of
principal repayments, acceptable collateral and terms/conditions of the facilities
(Miltin, 1997; UNCHS, 2002; Beck and Demirguc-Kunt, 2008). Therefore, individual
homebuilders sought finance from informal sources such as ajo (traditional thrift /
cooperative societies) or esusu (rotating savings and loan association), age/trade
groups, traditional money lenders, friends, and family (Omirin and Nubi, 2007). They
are all classified as micro-credit organizations because they lack the magnitude of
attracting large chunks of liability in term of deposits for onward lending. Although
their operations are convenient and accessible, they operate on the basis of third-party
guarantees and in some cases, relied on peer pressure to ensure prompt payment.
FORMAL HOUSING FINANCE SUPPLY IN NIGERIA
The formal housing finance supply in emerging economies is operated through both
policy-driven and market-oriented housing finance channels (Deng and Fei, 2008).
The policy-driven housing finance supply is mainly through housing funds schemes,
which are mandatory housing savings schemes, while the market-oriented housing
finance supply is mainly commercial loans from financial institutions.
The formal private sector institutions like commercial banks and insurance companies
with widened financial services provision outlets can adequately tackle issues of long-
term financing (Soyibo, 1996; DFID, 2004). The microfinance institutions (MFIs) are
classified as semi-formal financial institutions but they do not have worthwhile
resources to contribute to long-term lending. Even for poverty alleviation purposes,
they reach less than 2% of the population in most countries except Bangladesh, where
MFIs provide over 13% (DFID, 2004; Honohan, 2004).
The formal housing finance supply outlets in Nigeria are comprised of the following
institutions: Federal Mortgage Bank of Nigeria (FMBN), commercial banks, insurance
companies, and primary mortgage institutions (PMIs). While the PMIs are licensed
by FMBN, all the financial institutions operating in Nigeria file their monthly returns
to the Central Bank of Nigeria (CBN).
HOUSING FINANCE INSTITUTIONS IN NIGERIA
The Nigerian financial system is comprised of the Central Bank of Nigeria (CBN),
the Nigerian Deposit Insurance Corporation (NDIC), the Securities and Exchange
Commission (SEC), the National Insurance Commission (NAICOM), the National
Pension Commission (PENCOM), 24 commercial banks, 5 discount houses (DHs),
77 insurance companies, 93 primary mortgage institutions (PMIs), 709 micro-finance
banks (MFBs), 112 finance companies (FCs), 1 stock exchange, 1 commodity
exchange, 5 development finance institutions, and 703 bureaux de change (BDCs)
(CBN, 2007). Recently, a central regulatory body named the Financial Services
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Regulatory Coordinating Committee comprised of the CBN, NSE, SEC, PENCOM,
and NAICOM was established and chaired by the CBN governor.
Out of the financial institutions that make up the Nigeria financial market, only four
of them are directly involved in housing finance supply due to the long-term nature
of lending towards housing acquisition: the Federal Mortgage Bank of Nigeria
(FMBN), commercial banks, insurance companies, and primary mortgage institutions
(PMIs).
FEDERAL MORTGAGE BANK OF NIGERIA
The Federal Mortgage Bank of Nigeria (FMBN) is one of the development financial
institutions. Others are Nigerian Export-Import Bank (NEXIM), the Bank of Industry
(BOI), the Nigerian Agricultural Cooperative, and Rural Development Bank
(NACRDB). The FMB started as a housing finance institution with the establishment
of Lagos Executive Development Board (LEDB) in 1928 and the Nigeria Building
Society (NBS) in 1956. Following the promulgation of the Federal Mortgage Bank
Decree No. 7 in January 1977 as a direct federal government intervention to accelerate
its housing delivery program, it commenced operation in 1978 to expand and
coordinate mortgage lending on a nationwide basis. It started with an initial paid-up
capital of N20 million, which was increased to N150 million in 1979. By the mid-
1980s, the FMB was the only mortgage institution in Nigeria.
The FMBN was set up by the Federal Mortgage Bank of Nigeria Act No. 18 of 1993.
It was charged with the responsibilities of providing long-term credit facilities to
mortgage institutions in Nigeria at the rates and terms as maybe determined by the
board in accordance with the policy determined by the federal government. This
enables the mortgage institutions to grant comparable facilities to Nigerian individuals
desiring to acquire houses of their own. Other responsibilities include licensing and
encouraging the emergence and growth of the required number of viable secondary
mortgage institutions to serve the needs of housing delivery in all parts of Nigeria;
encourage and promote the development of mortgage institutions at rural, local, state
and federal levels; supervise and control the activities of mortgage institutions in
Nigeria; collect, manage, and administer the National Housing Fund in accordance
with the provisions of the National Housing Fund Act.
As a fall-out of housing finance reforms that started in 2002, the FMBN has been re-
organized to perform mainly secondary mortgage and capital market operations. It is
presumed that the withdrawal of FMBN from the primary loan market is to free-up
financial resources on the part of the government for other uses and to serve the
populace according to the dictates of the housing market. This is in-line with the
housing finance reforms going on all over the world. A case in hand is the reform in
the Asian-Pacific Region, where the Government Housing Loan Company (GHLC)
of Japan withdrew from the primary loan market (Ronald, 2007).
The ownership/shareholding structure of the FMBN stands at N5 billion, with 50%
paid-up, and the following government department holdings: Federal Government of
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Nigeria (FGN)–50%; Central Bank of Nigeria (CBN)–30%; and Nigeria Social
Insurance Trust Fund–20%.
COMMERCIAL BANKS
The universal banking practice was adopted in Nigeria in 2001 through the CBN
circular entitled ‘‘Guidelines on Universal Banking.’’ This removed the regulatory
barrier between merchant and commercial banking institutions, which resulted in the
usage of universal money deposit banks (UMDBs) for all banking institutions. While
universal banking has been adopted in Switzerland through the Banking Law of 1930,
the Gramm-Leach-Bliley Act passed in October 1999 expanded the activities of
financial holding companies in the U.S. to include commercial banking, investment
banking, and insurance underwriting.
The universal banking model, which allows a money deposit bank to combine
commercial and investment banking, was phased out in Nigeria in September 2011.
Under the new model introduced, CBN would group deposit money bank into
services: international banking, regional banking, national banking, and microfinance
banking.
The financial systems in the developing countries are dominated by commercial banks
(Fry 1995, 1997), and therefore commercial banks attract the greatest attention and
are effectively monitored in terms of supervision (Sobodu and Akiode, 1998). It is
argued that these conventional banks hold the bulk of financial system deposits,
provide the most appropriate channel through which monetary policy can be
effectively conducted, coordinated, monitored, and assessed and serve as bankers to
other financial institutions (Sobodu and Akiode, 1998; Megginson, 2005; Anderson,
Cascioli, Chasnow, and Mueller, 2009). Furthermore, commercial banks are the largest
holders of mortgage debt outstanding (Anderson, Cascioli, Chasnow, and Mueller,
2009; Igan and Pinheiro, 2010).
The financing of the economy by the banks, measured by the ratio of banking system
credit to the core private (CP) sector to GDP increased from 13.5% in December 2006
to 21.7% in December 2007 (CBN, 2007). It is presumed that the introduction of the
use of electronic and other forms of payments, particularly automated teller machines
(ATMs) and other credit card products had a positive effect on the intermediation
ratio of currency outside banks to broad money supply, which declined from 18.8%
in December 2006 to 15.2% in December 2007. The depth of the financial sector,
having one of its measurement indicators as the ratio of M2 to GDP ratio increased
from 19.8% in December 2006 to 21.1% in December 2007.
The reform policies introduced in the early 1980s made up of financial sector
liberalization and banking system deregulation in particular tend to effectively allocate
the scarce financial resources for efficient and productive utilization (Soyibo, 1997;
Wade, Hababou, and Roberts, 2001). As highlighted by McDonald and Schumacher
(2007), financial sector reforms include liberalizing interest rates, phasing out directed
credit, adopting indirect instruments of monetary policy, re-structuring of banks, and
improving banking supervision. However, Okonjo-Iweala and Osafo-Kwaako (2007)
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observe that the Nigerian Financial System was repressed before the reforms because
of the interest rate ceilings imposed, which resulted in negative interest rates. The de-
regulation of the financial services sector that started in the last quarter of 1986 has
contributed significantly to the growth witnessed within the Nigerian banking system
over the next decade. The number of banks increased by about 154.8% from 42 in
1986 to 107 in 1990 and an increase of 12% to 120 by 1992 (Soyibo, 1997). Due to
the liquidation of some banks as a result of non-performance, the number reduced to
89 in 2004; mergers and acquisitions of weak banks in 2004–2005 further reduced
the number of the commercial banks to 24 by December 2007.
To effectively carry out the de-regulation of the financial sector, two new decrees were
introduced in 1991. The CBN Decree No. 24 of 1991 and the Banks and Other
Financial Institutions Decree (BOFID) No. 25 of 1991 repealed the CBN Act of 1958
(as amended) and the Banking Decree 1969 (as amended), respectively. However, the
Banking Act in Canada, as an example of a developed economy, requires a periodic
review of the policy framework and legislation that governs financial services. These
reviews led to important legislative amendments in 1980, 1987, 1992, 1999, and 2002
that contributed to the development of market-oriented activities of the Canadian
banks (Allen and Engert, 2007).
The new CBN decree enlarged the powers of the CBN with regard to the maintenance
of monetary stability and a sound financial system. In enlarging the powers of the
CBN, UDMBs (now commercial banks) are expected to seek approval from the CBN
of new branches being opened so that the branches of these banks are not concentrated
in the urban areas alone. The number of bank branches grew from 273 in 1970 to
1,934 in 1986, 2,013 in 1990, 2,391 in 1992, and attained a peak of 3,300 in July
2004.The astronomical increase between 2001 and 2004 was due to the CBN
regulation stipulating the establishment of bank branches in cities where CBN
branches are sited for direct and efficient clearing of checks.
With the importance attached to housing by the government, the CBN has encouraged
the commercial banks to support the development of the housing sector in Nigeria
and expected them to allocate a stipulated proportion of their credit to the housing/
construction sector. The minimum stipulated allocation to housing/construction was
5% of total loans and advances in 1979–1980, which increased to 6% in 1980 and
13% from 1982 to 1993 (Sanusi, 2003).
If the stipulated targets are not met by any financial institution, the shortfall would
be deducted from the current account statutorily kept with the CBN by the defaulting
financial institution. The said amount deducted would therefore be transferred to the
FMBN account to be utilized for the granting of loans to the housing/construction
sub-sector. With the partial liberalization of the Nigerian financial system in 1993, the
preferred/non-preferred categorization was discontinued (Ikhide and Alawode, 2001;
Sanusi, 2003). However, the Nigerian financial system was fully liberalized in 2005.
The Nigerian financial system was fully liberalized and completed in December 2005.
From Exhibit 2, it can be deduced that the banking sector looked healthier than it
used to be in previous years. There was increase in all economic aggregates except
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Exhibit 2
Summary of Universal Deposit Money Bank Activities (2003-2007) in N Millions
2003 % Change 2004 % Change 2005 % Change 2006 % Change 2007
Reserves 362,399 12.7% 364,192 0.5% 515,207 41.5% 471,648 37.2% 646,982
Aggregate Credit (net) 1,591,218 22.2% 2,077,779 30.6% 2,588,916 24.6% 4,066,689 60.6% 6,529,691
Loans and Advances 1,041,663 23.2% 1,294,449 24.3% 1,859,555 43.7% 2,338,719 93.9% 4,534,242
Total Assets 3,047,856 12.6% 3,753,278 23.1% 4,515,118 20.3% 6,400,784 57.9% 10,106,388
Total Deposit Liabilities 1,337,296 80.8% 1,661,482 24.2% 2,036,090 10.8% 1,816,275 120.8% 4,010,543
Demand Deposits 577,634 26.1% 728,552 29.9% 946,640 28.4% 1,215,348 44.9% 1,760,783
Time, Savings & Foreign
Currencies Deposits
759,632 22.8% 932,930 16.8% 1,089,450 59.7% 1,739,637 29.3% 2,249,760
Foreign Assets (net) 416,578 8.6% 452,402 2.75% 439,960 36.8% 601,692 54.6% 930,512
Credit from CBN 44,302 40.1% 62,079 31.2% 42,687 61.1% 16,595 80.1% 29,885
Capital Accounts 537,208 22.13% 656,076 38.5% 950,552 35.0% 1,283,146 68.2% 2,158,519
Capital & Reserves 291,252 19.6% 348,387 69.9% 591,738 61.1% 953,001 72.7% 1,646,111
Other Provisions 245,955 37.3% 337,689 6.3% 358,813 8% 330,145 55.2% 512,408
Average Liquidity Ratio % 49.7 4.6% 52.0 25.6% 38.7 110.3% 81.4 30.5% 56.6
Average Loan Deposit Ratio % 70.0 4.0% 72.8 5.4% 76.7 26.2% 96.8 13.9% 83.3
Note: The source is the CBN Annual Report (2007, p. 182).
AN OVERVIEW OF RESIDENTIAL REAL ESTATE FINANCING IN NIGERIA 273
total deposit liabilities, credit from CBN, and other provisions. The average liquidity
ratio was 49.7% in 2003, 52% in 2004, and 38.7% in 2005 against the government
stipulated liquidity ratio of 40%. This was a sign of desperation on the part of the
financial institutions to make profits by investing in long-term investment without
cognizance of the liquidity of their investments. With financial institutions having
short-term liabilities (deposits) and relatively illiquid assets (loans), it is important for
the government to introduce regulations that ensure unnecessary problems do not arise
in meeting depositors’ cash demands (Pilbeam, 2005, 437)
Between 2006 and 2007, one to two years after the completion of the re-capitalization
exercise, the average liquidity ratio and average loan deposit ratio declined by 30.5%
and 13.9%, respectively. This is in consonance with the observation made in Chiuri,
Ferri, and Majnani (2002) that in non-crisis countries of the emerging world, one or
two years after a change in regulation, re-capitalization in this case, there was a
reported drop in the average level of equity, or of deposits and loans. In Nigeria, there
was drop in the deposits and loan levels of the commercial banks. However, between
2005 and 2006, the UMDBs had more funds than the investment outlets, so the
liquidity ratio was 81.4% in 2006.
Apart from the commercial banks’ lending directly to housing/real estate, PMIs were
acquired and re-capitalized, which resulted in the paid-up capital of PMIs
astronomically increasing by 550% from N1.9 billion in 2005 to N12.57 billion in
2006. Over 60% of the big financial institutions acquired some of the established
PMIs as subsidiaries, as listed in Exhibit 3.
Despite these growth rates and better asset quality, the banking penetration measured
in total loans as a share of GDP at 10.9% in 2006 is low compared to a global average
of 130% and compared to other emerging market economies like 50% in the Ukraine
and Kazakhstan, and over 75% in South Africa.
INSURANCE COMPANIES
Life funds of insurance companies are long-term savings in the form of annuities or
endowment policies, which can only mature at the occurrence of certain events, which
might be at death, accident, retirement or at maturity (Sanusi, 2003; Buckle and
Thompson, 2005). Life funds are long-term savings and are relatively cheaper than
deposits (Ajanlekoko, 2001; Pilbeam, 2005). Therefore, insurance companies have
funds appropriate for financing housing construction and other long-term investments.
The long-term nature of funds enables life assurance companies to invest in long-term
assets to avoid mismatch risk (Akinwunmi, Gameson, Hammond, and Olomolaiye,
2007) in their funds management functions. They can extend loans for real estate
development based on the capital value of the policies, investments in mortgages and
debentures, or direct investment in real property, which is acquiring or developing
landed properties. However, the insurance companies and pension funds have
limitations in their investment options and assets, even in developed economies
(Diamond and Lea, 1992; Fry, 1997) resulting in Anderson, Cascioli, Chasnow, and
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Exhibit 3
List of PMIs Affiliated to Universal Money Deposit Banks
Holding Companies Primary Mortgage Institutions
Diamond Bank Plc. Diamond Mortgage Ltd.
First Bank of Nigeria Plc. FBN Mortgages Ltd.
Intercontinental Bank Plc. Intercontinental Homes Savings & Loans Ltd.
Guaranty Trust Bank Plc. GTB Homes Ltd.
Sterling Bank Plc. Safe Trust Savings & Loans Ltd.
Spring Bank Plc. Spring Mortgage Ltd.
Union Bank Plc. Union Homes Savings & Loans Plc.
Federal Mortgage Bank of Nigeria Federal Mortgage Finance Ltd.
Note: The information was extracted from various annual reports.
Mueller (2009) describing them as the most traditionally conservative lenders to
housing and real estate.
In Nigeria, the investment of insurance funds is regulated by the Insurance Act of
2003 and also monitored by the National Insurance Commission. Section 25 of the
2003 Act states thus:
1. An insurer shall, at all times in respect of the insurance business
transacted by it in Nigeria, invest and hold invested in Nigeria, assets
equivalent to not less than the amount of policyholder funds in such
accounts of the insurer.
2. Subject to the other provisions of this section, the assets of an insurer
shall not be invested in property and securities except:
A. Shares of limited liability companies;
B. Shares in other securities of a cooperative society registered under a
law relating to cooperative societies;
C. Loans to building societies approved by the Commission;
D. Loans to real property, machinery and plant in Nigeria;
E. Loans on life policies, within their surrender values; and
F. Cash deposit in or bills of exchange accepted by the Commission.
3. No insurer shall
A. In respect of its general insurance business, invest more than 35% of
its assets as defined in subsection (1) of this section in real property;
or
B. In a contract of its life insurance business, invest more than 35% of
its assets as defined in subsection (1) of this section in real property.
4. An insurer that contravenes the provision of this section commits an
offence and is liable on conviction to a fine of N50,000.
In Akintola-Bello [1986, as cited by Akintoye and Adidu (2008)], a study of
investment behavior of insurance companies in Nigeria, it was determined that the
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great variation in the asset holdings of life and non-life insurance companies is due
to the need to match their asset composition with their liability structure.
Between 2004 and 2008, the life insurance companies in Nigeria invested about 50%
of their funds in shares, stocks, and bonds, as shown in Exhibit 4. Between 2004 and
2008, their investment in mortgage loans was on the downward trend in absolute
terms. This is in confirmation of the study by Akintola-Bello (1986) regarding the
investment behavior of Nigerian insurance companies.
Having recognized the potential contribution of the insurance industry to economic
growth, the Nigerian government thought that inefficiency could be eliminated by
increasing their capital. There were series of interventions in the form of re-
capitalization between 1961 and 2005 to strengthen the insurance companies and
increase their capacities (Barros, Caporale, and Ibiwoye, 2008). Okwor (2005) and
Barros, Caporale, and Ibiwoye (2008) outlined the main relevant legislations, which
include the Insurance Companies Act of 1961, the Insurance (Miscellaneous
Provisions) Act of 1964, the Insurance Companies Regulation of 1968, and the
Insurance Acts of 1976, 1991, 1997, 2003, and 2005.
The Insurance Companies Act of 1961 provided for the registration of insurance
companies and stipulated a mode of limited control. The 1964 Act recognized the
investment of insurance funds and repealed the Act preceding it like all other Acts;
the 1968 Act was promulgated to strengthen pre-registration conditions; the 1976 Act
introduced the registration and supervision of these intermediaries; the 1991 Act
addressed the problem encountered in implementing the 1976 Act, while the 1997
Act re-classified insurance business and re-categorized minimum paid-up share capital
requirement. The process of restructuring necessitated an increase in the capital
requirements in 2003 and the Insurance Act of 2003 introduced measures targeted at
improving the performance and exposure of the industry, as well as increasing the
minimum paid-up capital (Okwor, 2005; Okonjo-Iweala and Osafor-Kwaako, 2007;
Barros, Caporale, and Ibiwoye, 2008).
PRIMARY MORTGAGE INSTITUTIONS
The Mortgage Institutions Decree No. 53 of 1989 was promulgated as the regulatory
framework for the establishment and operations of the primary mortgage institutions
(PMIs). Therein, the FMBN was given the power to license and regulate the activities
of PMIs as second-tier housing finance institutions (Sanusi, 2003; Bala, Kolo, and
Bustain, 2007).
The essence of the (PMIs) establishment is to enhance private sector participation in
housing finance, whereby interested investors can obtain a license to operate with a
paid-up capital of N100 million (U.S. $862,000) compared to a license for UMDBs
(now commercial banks) with paid-up capital of N25 billion (U.S. $200,000,000). The
exchange rate used is US$1  N116.
The criteria for licensing PMIs include the following: (1) a minimum paid-up capital
of N100 million; (2) proof of positive shareholders’ funds; (3) creation of mortgages
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Exhibit 4
Distribution of Assets of Life Insurance Companies (2004–2008)
Assets 2004 2005 2006 2007 2008
Fixed Asset 11,898,230 14,899,740 15,683,956 12,048,352 25,240,209
(19.5) (20.88) (20.00) (11.4) (15.5)
Other Loan 100,048 35,506 220,767 639,377 894,729
(0.2) (0.05) (0.3) (0.6) (0.6)
Mortgage Loan 1,462,581 1,726,873 84,869 8,641 –
(2.4) (2.4) (0.1) (0.0) (0.0)
Policy Loan 348,953 544,583 580,636 759,170 2,347,428
(0.6) (0.8) (0.7) (0.7) (1.4)
Govt. and Semi Govt. 2,741,098 1,413,183 749,600 5,067,485 5,272,000
(4.5) (2.0) (1.0) (4.8) (3.2)
Shares, Stocks & Bonds 30,391,774 37,912,294 41,335,036 62,954,891 78,578,279
(49.7) (53.1) (52.7) (59.5) (49.0)
Outstanding Premium 3,097,867 3,469,629 6,165,417 7,925,667 8,104,972
(5.1) (4.9) (7.9) (7.5) (5.0)
Other Debtors 8,334,816 9,848,055 5,938,993 8,523,677 21,434,827
(13.6) (13.8) (7.6) (8.1) (13.2)
Cash and Bank Balance 2,742,709 1,512,386 7,649,316 7,913,083 21,799,793
(4.5) (2.1) (9.8) (7.5) (13.4)
Total 61,118,076 71,362,249 78,408,590 105,840,343 163,628,823
(100) (100) (100) (100) (100)
Note: The source is the Nigeria Insurance Digest (2009). The values are in N(000).
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for use as security for NHF loans; (4) they should be in the NHF contributory system;
and (5) they should operate within prescribed guidelines.
The registration of the PMIs started in earnest in 1992 and as at December 2005,
there were 90 PMIs operating in the country. Exhibit 5 reflects the financial activities
of the PMIs between 2005 and 2007.
From Exhibit 5, there were 93 licensed PMIs in December 2007, with only 80 PMIs
confirmed to be active in terms of rendition of returns to the CBN. The total assets
of the PMIs was N302.3 billion in December 2007 compared to N114.4 billion in
December 2006, implying a 164.3% increase. The increase could be attributable to
the growth in the balance sheets of the PMIs acquired by the UMDBs (now
commercial banks) arising from the capital injection. The business activities of the
PMIs are dominated by the few who are affiliated with UMDBs (Exhibit 3). About
62% of these total assets are invested in mortgage lending (CBN, 2007), which reflects
the unique specialization of PMIs in the provision of funds for house purchases as
financial intermediary.
The components of investible funds are deposit liabilities, long-term funds/NHF, and
paid-up capital. Investible funds available to the PMIs increased from N19.9 billion
in 2005 to N94.34 billion in 2006 and N188.5 billion in 2007, with the following
break-up. The funds were sourced mainly from increases in paid-up capital from N1.9
billion in 2005 to N12.57 billion in 2006, an increase of 550% and to N15.4 billion
in 2007. The long-term funds/NHF figure increased by over 100% from N3.3 billion
in December 2005 to N7.5 billion in December 2006 and N9.0 billion in December
2007. These unprecedented increases in the paid-up capital and long-term funds/NHF
were as a result of acquisitions and cash injection by the acquiring UMDBs.
For other liabilities, there was an astronomical increase of 704.2% from December
2006 (N7.56 billion) to December 2007 (N60.8 billion). This is due to the fact that
PMIs that were acquired by UMDBs had the opportunity to take placements from
their parent companies, which had large amounts funds after the enhancement of their
paid-up capitals to N25 billion. Also, individuals are accessing the NHF through the
PMIs and these are kept in their balance sheets as contingent liabilities.
As of September 2009, all of the active PMIs had a consolidated balance sheet of
N336.5 billion, with total loans and advances of N122.1 billion of which N61.4 billion
or 50% were mortgage loans. Despite total deposits, including placements being
N164.8 billion, long-term funds from NHF was only N32.8 billion in September 2009
(Uwaegbulam, 2010).
SUBSIDY IN HOUSING FINANCE AND THE ESTABLISHMENT
NATIONAL HOUSING FUNDS
As earlier discussed, formal housing finance in emerging economies is operated
through both policy-driven and market-oriented housing finance channels (Deng and
Fei, 2008). Under the policy-driven housing finance, housing funds (Housing
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Exhibit 5
Performance of Primary Mortgage Institutions (2005–2007)
December 2005
(N Billion) % Increase
December 2006
(N Billion) % Increase
December 2007
(N Billion)
No. of Mortgage Institutions 90 91 93
Capitalization 11.6 34.05% 15.55 119.29% 34.1
Total Assets 99.9 14.50% 114.39 164.3% 302.3
Investible Funds 18.4 94.34 106.1
Deposit Liabilities 13.2 462.2% 74.21 10.09% 81.7
Long-term Funds/NHF 3.3 129.09% 7.56 19.05% 9.0
Paid-up Capital 1.9 550% 12.57 22.50% 15.4
Other Liabilities n /a 7.56 704.23% 60.8
Note: The material in the table was extracted from various CBN Reports.
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Provident Fund-HPF in China, National Housing Funds-NHF in Slovenia and Nigeria)
were established by central governments to bridge the gap between incomes and the
price paid for housing. Their lending activities at inception contributed to both the
demand and the supply sides of the housing market. At large, their activities included
supporting the construction, renovation, and maintenance of housing by offering long-
term housing loans on favorable terms to households and non-profit housing
organizations (Cirman, 2004).
On the demand side, it aims to enhance housing purchasing power through a system
of joint savings with mandatory contributions from employees and work units and
placement of funds into individual accounts. It has been discussed that household
disposable income is one of the long-term determinants of the demand for housing.
Home ownership is being encouraged and subsidized by the government on the
presumption of its economic benefits to homeowners (Dickerson, 2009). The funds
kept in the savings accounts give an edge or preference to the account holders to
apply for low-interest housing loans (Buckley, Faulk, and Olajide, 1994; Burrell,
2006). For instance, the interest rate in real terms for loans granted in Slovenia in
1995 was 3% in comparison to average banking interest rate of 12.8% (Cirman, 2004).
On the supply side, attempts have been made by the central government to bring down
housing construction costs, planning, and construction of low-cost housing projects,
providing effective housing policy and subsidized allocation of land. These factors
have been considered by Tsatsaronis and Zhu (2004) as the long-term determinants
of housing supply. In the discussion of economics of tenure choice, each country has
a unique approach. In Europe, the emphasis has been on supply consideration since
housing is held in short supply, and it is consistent with the government policy of
housing provisions for its citizenry (Galster, 1997; Whitehead, 2002; Fisher and Jaffe,
2003). In Switzerland, as analyzed by Bourassa, Hoesli, and Scognaniglia (2010),
subsidies are provided by promoting the development of rental properties with the
aim of facilitating construction of buildings that could be rented out at below-market
rents.
In the U.S. and Canada, governments allow mortgage interest and property taxes to
be deducted from income for tax purposes (Carroll and Summers, 1987), while
Australia provides cash subsidies for down payments and mortgage payments
(Bourassa and Yin, 2006).
In Finland, the tax system has been an important support program for subsidizing
housing programs in three ways: capital gains resulting from the rise in value of
owner-occupied dwellings are not taxed; imputed rental incomes from residential
dwellings are taxed slightly; and interest payments on housing loans are largely
deductible [Koskela, Loikkanem, and Viren (1992) as cited by Booth, Glascock,
Martikainen, and Rothorius (1994)].
ESTABLISHMENT OF THE NATIONAL HOUSING FUNDS IN NIGERIA
The National Housing Funds (NHF) was established by Decree 3 of 1992 (now CAP
N45 Vol. 11, Laws of the Federation 2004) and launched in 1994 with the sole aim
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of facilitating the constant flow of low-cost funds for long-term investment in housing,
to nurture and maintain a stable base for affordable housing finance, and to provide
incentives for the capital market to invest in property development (Sanusi, 2003;
Bala, Kolo, and Bustain, 2007). Mabogunje (2004) and Ozili (2009) argued that its
fundamental concept is to make private sector the main source of housing funds.
By virtue of Section 2 of the 1992 Act, commercial banks and insurance companies
are contributors to the fund. Section 5(1) and (2) of the Act had mandates for funding
as follows:
 All commercial banks would contribute 10% of their loanable funds into
NHF at the FMBN and earn interest rate at 1% higher than the rate
chargeable on current account deposit.
 Insurance companies are required to invest (contribute) a minimum of
20% of its non-life funds and 40% of its life policies funds in real estate
development of which not less than 50% shall be paid into the fund
through the FMBN at an interest rate not exceeding 4%.
 Mandatory 2.5% tax on all wage earners earning the minimum national
wage.
The FMBN had to substantially accumulate contributions before disbursement
commenced, due to the implementation problems initially encountered like the non-
availability of take-off funds for loan processing to the PMIs. However, the regulations
governing loan disbursement were put in place in 1996, although the presentation of
checks only commenced in June 1997, which fulfilled the requirements for PMIs to
access the funds. Bala, Kolo, and Bustain (2007) emphasized that FMBN has been
able to process loan approvals for PMIs for on-lending to contributors to the fund
unabated, despite the initial delay in the operation of the fund and its adverse effect
on the first set of licensed mortgage institutions.
Under a new policy thrust, there were two elements reviewed to make the loan
facilities more attractive to contributors. The FMBN increased NHF loan distributable
to an individual from N5 million to N15 million, an increase of 200%. Then, the
equity contribution by individual NHF applicants increased on the basis of the
property value. For instance, equity contributions of 10%, 20%, and 30% are required
for loan facilities of up to N5 million, between N5 million and N10 million, and N10
million to N15 million, respectively (Agada, 2010). Secondly, other financial
institutions like commercial banks, insurance companies, pension fund administrators,
and microfinance banks have been recognized as mortgage loan originators
(Uwaegbulam, 2010).
MORTGAGE FACILITIES UNDER NHF
Apart from the obligation on the part of the FMBN to refund contributions and
accrued interest to contributors, loan facilities are granted from the proceeds of the
fund through the mortgage products discussed below.
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NHF Mortgage Loans to PMIs. A contributor can access the fund through an accredited
PMI for a mortgage loan to build, buy, improve or renovate a home. This facility is
granted at 4% interest to accredited PMIs for on-lending at 6% to NHF contributors
over a maximum tenure of 25 years. Also, contribution to the fund must have been
for at least six months before a contributor can access the facility.
Between June 1997 and August 2002, the FMBN had approved loan facilities
amounting to N1.4 billion to 2,452 applicants that applied through PMIs. As at
January 2009, the FMBN under the NHF scheme had disbursed N29 billion out of
N41.958 billion to PMIs.
Estate Development Loan. The estate development loan (EDL) is granted to developers,
state housing corporations, and other housing corporations to mass-produce houses
for ownership by NHF contributors on a mortgage basis. The loan is offered at a 10%
interest rate with a repayment period not exceeding 24 months. This encourages early
disposal and repayment in order to make similar loans available to as many developers
that meet lending conditions.
The FMBN under the NHF scheme disbursed N50.51 billion out of N79.515 billion
approved for estate development loans as of January 2009. By September 2009, the
outstanding loan to the Real Estate Developers Association of Nigeria (REDAN) was
N11.24 billion (Uwaegbulam, 2009). The mortgage product was introduced primarily
to address the shortage of houses, in that most individual contributors cannot access
the funds due to their inabilities to meet the conditions laid down for accessing loan
facilities through PMIs.
The commercial real estate loans are generally considered to be riskier than residential
mortgage loans. Apart from the cash flow from the real estate collateral being the
primary source of repayment, commercial real estate prices have historically shown
more volatility (Igan and Pinheiro, 2010). The central government might have the
good intentions with the introduction of this facility, but the success rate in terms of
repayment would be very low.
Due to infrastructural problems and acquisition of building materials, which are mostly
imported, the building construction might not be completed within the specified 24-
month repayment period. It is suggested that a repayment period of 48–60 months
might reduce the default rate.
Housing Cooperative Development Loan. A housing cooperative development loan
(HCDL) is granted to housing cooperatives under similar conditions as in EDL, in
addition to the submission of certain documents of such cooperatives. It is noteworthy
to note that facilities extended to housing cooperatives are deployed only for
residential buildings. This product might be considered to be the best option in that
people of like minds and who are in the same profession without a credit history
could come together to access the housing finance. However, there has not been an
established figure provided in terms of lending supplied by the FMBN for a housing
cooperative development loan.
It is pertinent to note that this form of group lending like the HCDL could be the
most secured in the Nigerian situation. Group lending can help formal lenders
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overcome the prohibitive high cost of delivering small loans (Karlan, 2007). Group
lending schemes improve repayment of loans and monitoring through peer pressure
and builds support networks while at the same time educating borrowers (Ghatak and
Guinnane, 1999; Gine and Karlan, 2007; Beck and Demirguc-Kunt, 2008). As loan
sizes increase and as customers continue to borrow and repay, it reduces default rates
(Beck and Demirguc-Kunt, 2008). Furthermore, Madajewicz (2005) suggests that
group loans are desirable for poorer borrowers and they create incentives for choosing
risky investment outlets.
CONCLUSION
Unstable macroeconomic conditions hinder housing finance provision in SSA and
Nigeria. Other hindering conditions include inconsistent government policies,
improper legal framework for property rights, mortgage market infrastructure, and
long-term funding sources from the capital market. All these characteristics are
virtually lacking in the mortgage system in Nigeria, probably due to the lack of
financial infrastructures and the inept regulatory functions of the monetary authorities.
Many of these institutions in SSA, as in Nigeria, are in their formative stages, are not
well managed, and lack accountability.
In Nigeria like any emerging economy and even in U.K., financial institutions are
largely using short-term deposits to fund mortgage lending. In a financial system
where short-term deposit liabilities are being used to acquire long-term illiquid assets,
any disturbance in the leverage level would show up somewhere within the financial
system. However, the propensity to save in most SSA countries has not been very
significant or substantial. One important reason is due to the low income earned by
the few who are employed, coupled with the fact that the already high unemployment
rate grew even higher after the 2008–2009 financial crisis.
Housing finance is about provision, but more importantly it is also about mobilization,
risk management, and making expert advice available to borrowers. Akinwunmi
(2010) suggests that to effectively finance housing acquisition in Nigeria, it is time to
adopt other forms of funding mobilization efforts: diaspora bonds, migrant
remittances, and orthodox bonds/pension funds. This is due to the fact that the
National Housing Funds (NHF) scheme could only cater to the housing needs of the
lower-half of the middle income groups, in particular, the salaried class in both the
public and private sectors. The housing needs of the high-income earners, low-income
earners, and non-salaried, self-employed artisans and other poor people are not
addressed.
In Nigeria like other SSA countries, what are considered as land reforms are mostly
nationalization of land rather than the promotion of individualization, and making
land values to reflect the market. In discussing land reform in Nigeria, the 1978 Land
Use Act created more problems. One, which is specifically related to housing and
housing finance, was the exclusion by the decree of the rights of families or individuals
to develop private lay-outs, which led to the emergence of a disjointed, uncoordinated,
and incoherent system of physical planning in Nigerian cities and a declining rate of
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housing provision. Two, the inclusion of the Land Use Act of 1978 in the Nigerian
Constitution has made its review a long-term process. If the Act is expunged from
the constitution, its review including the deletion of those clauses that gave state
governor’s power to give consent to mortgage transactions and assignment of land is
made less laborious.
Governments all over the world regulate their financial institutions to protect investors
and make sure that their financial systems efficiently promote economic growth. When
financial institutions have liquid liabilities in the form of short-term deposits and
relatively illiquid assets in the form of loans, it is important to have regulations to
abate problems like the inability of financial institutions to meet depositors’
withdrawal demands.
A sound regulatory policy requires the right blend of regulation, supervision, and
market discipline to provide the right incentives for banks to avoid excessive risks
and to protect taxpayers, who ultimately stand behind the government funds that insure
the deposits of those institutions. In Nigeria, the primary objectives of the 2005
banking consolidation and 2007 insurance companies’ consolidation exercises include
the need for the financial sector to be strong and play active developmental roles.
Despite this sound regulatory policy, the supervision of the exercises and market
discipline had much to be desired.
It is important to buttress the points raised in UNCHS (2002) that attempts by our
financial institutions to apply the long-term mortgage finance models from developed
economies to a developing economy like Nigeria, which has a large percentage of
low-income earners, is unsustainable. Also, the long-term mortgage lending terms of
these models, typically of 15–30 years, is too long for a low-income earner due to
the macroeconomic situation of the country.
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